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RWKHUSHRSOH7KLVWHQGHQF\KDVLPSRUWDQWFRQVHTXHQFHVIRUILQDQFLDOPDUNHWVEHFDXVHLWGULYHVDVVHWVSULFHVDZD\
IURPWKHLU IXQGDPHQWDOYDOXH7KHSUHVHQFHRIKHUGLQJEHKDYLRUPD\EHPRUHSHUVLVWHQWGXULQJSHULRGVRIPDUNHW
VWUHVVGXHWRLQYHVWRUVEHOLHYHWKDWLIWKH\IROORZWKHFURZGWKH\ZLOOREWDLQWKHPDUNHWSHUIRUPDQFH
$FFRUGLQJ WR%LNKFKDQGDQL DQG6KDUPD  WKHUH DUH WZRPDLQ IRUPVRIKHUGLQJEHKDYLRU intentional DQG
spurious,QWHQWLRQDOKHUGLQJLQYROYHVDFRQVFLRXVDFWLRQRILPLWDWLQJWKHGHFLVLRQVRIRWKHULQYHVWRUVSRVVLEO\EDVHG
RQDUDWLRQDODQDO\VLV2QWKHRWKHUKDQGVSXULRXVKHUGLQJUHIHUVWRWKHVLWXDWLRQLQZKLFKDJURXSRILQYHVWRUVWDNH
VLPLODULQYHVWPHQWGHFLVLRQVZKHQIDFLQJFRPSDUDEOHLQIRUPDWLRQDOFLUFXPVWDQFHVFUHDWLQJWKHIDOVHLPSUHVVLRQRI
KHUGLQJ EHKDYLRU ,I LQ WKHRU\ WKH GHOLPLWDWLRQ EHWZHHQ LQWHQWLRQDO DQG VSXULRXV KHUGLQJ LV REYLRXV LW FDQ EH
SUREOHPDWLFLQSUDFWLFHGXHWRWKHYDULRXVFDXVHVRIDQLQYHVWPHQWGHFLVLRQ
'HYHQRZDQG:HOFK GLVWLQJXLVKEHWZHHQ WZR FRQWUDGLFWRU\ YLHZSRLQWVRI KHUGLQJ QDPHO\ WKH UDWLRQDO
DQGWKHQRQUDWLRQDORQH,QDUDWLRQDOSHUVSHFWLYHKHUGLQJLVEDVHGRQDFRQGLWLRQDOXWLOLW\PD[LPL]LQJDQDO\VLVSULRU
WRWKHGHFLVLRQPDNLQJSURFHVVZKLOHQRQUDWLRQDOKHUGLQJH[SRVHVDSXUHO\LQVWLQFWLYHLPLWDWLQJEHKDYLRU
$VLWVHHPVDOPRVW LPSRVVLEOH WRGLVWLQJXLVKEHWZHHQWKHIRXUDERYHPHQWLRQHGIRUPVRIKHUGLQJEHKDYLRU WKH
ILQDQFLDOVWXGLHVLQWKHILHOGDUHIRFXVHGRQUDWLRQDOKHUGLQJ%LNKFKDQGDQLDQG6KDUPDKDYHLGHQWLILHGWKUHH
SRWHQWLDO FDXVHV IRU UDWLRQDO KHUGLQJ EHKDYLRU LPSHUIHFW LQIRUPDWLRQ FRQFHUQ IRU UHSXWDWLRQ DQG FRPSHQVDWLRQ
VWUXFWXUHV ,QIRUPDWLRQDO KHUGLQJ LV UHODWHG WR LPSHUIHFW LQIRUPDWLRQ RI ZKLFK FRQVHTXHQFHV RQ DVVHW SULFHV DUH
DPSOLILHG WKURXJK D PLPLFNLQJ LQYHVWPHQW EHKDYLRU GXULQJ D WUDQVPLVVLRQ PHFKDQLVP FRPPRQO\ NQRZQ DV DQ
³LQIRUPDWLRQDO FDVFDGH´ 5HSXWDWLRQ EDVHG KHUGLQJ RFFXUV ZKHQ DQ XQSURIHVVLRQDO PDQDJHU XQFHUWDLQ DERXW KLV
DELOLW\RIFRQVWUXFWLQJDSHUIRUPLQJLQYHVWPHQWSRUWIROLRDQGLQRUGHUWR³NHHSWKHP\VWHU\´DERXWKLVSURIHVVLRQDO
ODFN RI VNLOOV DGRSWV D JUHJDULRXV LQYHVWPHQW EHKDYLRU )LQDOO\ FRPSHQVDWLRQEDVHG KHUGLQJ LV UHODWHG WR WKH
FRPSHQVDWLRQVWUXFWXUHVRILQYHVWPHQWIXQGPDQDJHUVZKLFKDUHRIWHQFRPSHWLWLYHZLWKUHVSHFWWRDEHQFKPDUN7KH
EHQFKPDUNLVHLWKHUDVLPLODUJURXSRISURIHVVLRQDOVLQZKLFKFDVHDQLQWHQWLRQDOKHUGLQJEHKDYLRUPD\RFFXURUD
PDUNHWLQGH[LQZKLFKFDVHZHGLVFXVVDERXWVSXULRXVKHUGLQJ
'HVSLWHRI WKH IDFW WKDWKHUGLQJEHKDYLRUZDV LQWHQVLYHO\ WHVWHGSUHYLRXV VWXGLHVZHUHPDLQO\ IRFXVHG86DQG
$VLDQPDUNHWV:LWKWKLVVWXG\ZHDLPWRILOOWKHJDSLQWKHOLWHUDWXUHE\H[DPLQLQJWKHLQYHVWRUV¶KHUGLQJEHKDYLRU
LQWHQVWRFNPDUNHWVIURP&HQWUDODQG(DVWHUQ(XURSH%XOJDULD&URDWLD&]HFK5HSXEOLF(VWRQLD+XQJDU\/DWYLD
/LWKXDQLD 6ORYHQLD 3RODQG DQG5RPDQLD ,Q RUGHU WR DFKLHYH WKLV JRDOZH HPSOR\ WKH cross-sectional absolute 
standard deviation&6$'SURSRVHGE\&KDQJet al.DQGZHH[DPLQHWKHKHUGLQJEHKDYLRUIRUVL]HUDQNHG
SRUWIROLRVRIVWRFNV
7KHVWXG\LVRUJDQL]HGDVIROORZV6HFWLRQ7ZRSUHVHQWVDVXUYH\RIWKHOLWHUDWXUH7KHWKLUGVHFWLRQSURYLGHVWKH
GLIIHUHQW VWHSV RIPHWKRGRORJ\ZKLFKZLOO HQDEOH XV WRPHDVXUHKHUGLQJ EHKDYLRU7KH IRXUWK VHFWLRQ UHSRUWV WKH
HPSLULFDOUHVXOWVDQGWKHODVWVHFWLRQGLVFXVVHVWKHFRQFOXVLRQV
/LWHUDWXUHUHYLHZ
7KHUH LV D VLJQLILFDQWGLVFUHSDQF\ LQ WKH OLWHUDWXUHEHWZHHQ WKH WKHRUHWLFDOPRGHOVRIKHUGLQJEHKDYLRU DQG WKH
HPSLULFDOVWXGLHVZKLFKDLPWRLGHQWLI\LW:KLOH WKHWKHRU\VXJJHVWVDEVWUDFWPRGHOVIRU LGHQWLI\LQJWKHFDXVHVRI
KHUGLQJEHKDYLRUWKHHPSLULFDOOLWHUDWXUHSURSRVHVVWDWLVWLFDOWRROVRIWUDGHFOXVWHULQJLQRUGHUFDSWXUHLW
7KH WKHRUHWLFDO OLWHUDWXUH H[SODLQ KHUGLQJ EHKDYLRU WKURXJK DQ LQIRUPDWLRQDO FDVFDGH ZKLFK RFFXUV ZKHQ DQ
LQGLYLGXDO QHJOHFWLQJ KLV SULYDWH LQIRUPDWLRQ GHFLGHV WKDW LW LV RSWLPDO IRU KLP WR PLPLF WKH EHKDYLRU RI WKH
SUHYLRXVLQYHVWRUV%DQHUMHH%LNKFKDQGDQLet al.:HOFK)XUWKHU$YHU\DQG=HPVN\
/HH  DQG&LSULDQL DQG*XDULQR  H[DPLQHKHUGLQJEHKDYLRU LQ ILQDQFLDOPDUNHWVZKHUH LQIRUPHGDQG
XQLQIRUPHG LQYHVWRUV VHTXHQWLDOO\ WUDGH DQ DVVHW RI XQNQRZQ YDOXH 7KH DVVHW SULFH LV VHW E\ D PDUNHW PDNHU
DFFRUGLQJ WR WKH RUGHU IORZ DQG WKHUHIRUH WKH SUHVHQFH RI D SULFHPHFKDQLVPPDNHV WKH RFFXUUHQFH RI KHUGLQJ
EHKDYLRUPRUHGLIILFXOW1RQHWKHOHVV WKHUHDUHFDVHV LQZKLFKKHUGLQJEHKDYLRUDULVHV ,W LVZRUWKPHQWLRQLQJ WKH
UHFHQWFRQWULEXWLRQLQWKHOLWHUDWXUHRI&LSULDQLDQG*XDULQRZKRVHHPWRFRQQHFWWKHWKHRUHWLFDOEDFNJURXQG
ZLWK WKH HPSLULFDO WHVWLQJ E\ GHYHORSLQJ D QHZ PRGHO RI LQIRUPDWLRQDO KHUGLQJ ZKLFK FDQ EH HVWLPDWHG ZLWK
ILQDQFLDOGDWD
0RVW FRPPRQO\ KHUGLQJ LV HPSLULFDOO\ WHVWHG WKURXJK D UHJUHVVLRQPRGHO ZKLFK H[SODLQV WKH FURVVVHFWLRQDO
GLVSHUVLRQ RI VWRFN UHWXUQV ZLWK UHVSHFW WR FKDQJHV LQ WKH PDUNHW FRQGLWLRQV ,Q RUGHU WR FDSWXUH WKH UHWXUQ
GLVSHUVLRQV&KULVWLH DQG+XDQJ  SURSRVH WKH cross-sectional standard deviation of returns &66' ,I WKH
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GLVSHUVLRQ RI LQGLYLGXDO VWRFN UHWXUQV LV VPDOO GXULQJ WKH SULFH IOXFWXDWLRQV WKHQ WKHUH LV HYLGHQFH IRU KHUGLQJ
EHKDYLRURQWKHPDUNHW&KULVWLHDQG+XDQJWHVWHGWKHLUPRGHORQWKH86HTXLW\PDUNHWDQGWKH\IRXQGQRKHUGLQJ
&KDQJ et al.  H[WHQGHG WKH SLRQHHULQJ PRGHO RI &KULVWLH DQG +XDQJ DQG SURSRVHG WKH cross-sectional 
absolute standard deviation DV DPHDVXUH RI UHWXUQ GLVSHUVLRQVZKLFK SURYHV WR EHPRUH UREXVW8VLQJPRQWKO\
UHWXUQVRQ86+RQJ.RQJ-DSDQ6RXWK.RUHDDQG7DLZDQVWRFNV&KDQJet al ILQGQRHYLGHQFHRIKHUGLQJ
IRU WKH GHYHORSHG FRXQWULHV LH 86 +RQJ.RQJ DQG -DSDQ2Q WKH RWKHU VLGH WKH\ LGHQWLILHG WKH SUHVHQFH RI
KHUGLQJIRUWKHWZRHPHUJLQJPDUNHWVLQFOXGHGLQWKHVWXG\6RXWK.RUHDDQG7DLZDQ'HPLUHUDQG.XWDQ
ILQGQRKHUGLQJEHKDYLRUIRUPDWLRQLQ&KLQHVHVWRFNPDUNHWVERWKIRU6KDQJKDLDQG6KHQ]KHQ6WRFN([FKDQJHV,Q
FRQWUDVW WKH HPSLULFDO ILQGLQJV RI 7DQ et al.  IRU WKHVH PDUNHWV VKRZ WKH H[LVWHQFH RI KHUGLQJ EHKDYLRU
&KLDQJ DQG =KHQJ  LQYHVWLJDWHV KHUGLQJ EHKDYLRU IRU  FRXQWULHV GLYLGHG LQWR DGYDQFHG VWRFN PDUNHWV
$XVWUDOLD)UDQFH*HUPDQ\+RQJ.RQJ-DSDQWKH8QLWHG.LQJGRPWKH8QLWHG6WDWHV/DWLQ$PHULFDQPDUNHWV
$UJHQWLQD %UD]LO &KLOH 0H[LFR DQG $VLDQ PDUNHWV &KLQD 6RXWK .RUHD 7DLZDQ ,QGRQHVLD 0DOD\VLD
6LQJDSRUH7KDLODQG7KHLUUHVXOWVVKRZWKHSUHVHQFHRIKHUGLQJEHKDYLRULQHDFKFRXQWU\H[DPLQHGH[FHSWLQJWKH
86DQG/DWLQ$PHULFD7KHVHILQGLQJVFRQWUDGLFWWKHSUHYLRXVUHVXOWVRI&KDQJet al.DQG'HPLUHUDQG.XWDQ
ZKRGLVFRYHUHGWKDWWKHUHLVQRKHUGLQJLQGHYHORSHGPDUNHWVUHVSHFWLYHO\LQ&KLQHVHPDUNHW7KHHYLGHQFH
RI&KDQJet al. DUHDOVRFRQWUDGLFWHGE\&KHQZKRH[DPLQHVZKHWKHULQYHVWRUVKHUGLQPDUNHWV
GHYHORSHGHPHUJLQJDQGIURQWLHUDQGILQGVHYLGHQFHRIKHUGLQJEHKDYLRULQDOPRVWDOOFRXQWULHV LQFOXGLQJ
&KLQHVHPDUNHW
,QRUGHUWRGHWHFWKHUGLQJEHKDYLRULQ86DQG6RXWK.RUHDQVWRFNPDUNHWV+ZDQJDQG6DOPRQGHYHORSHG
WKHstate space model ZKLFKLVEDVHGRQWKHFURVVVHFWLRQDOGLVSHUVLRQVRIWKHIDFWRUVHQVLWLYLW\RIVWRFNVZLWKLQD
JLYHQPDUNHW7KH\IRXQGHYLGHQFHRIKHUGLQJEHKDYLRUWRZDUGVWKHPDUNHWLQERWKXSDQGGRZQPDUNHWV'HVSLWH
WKHJHQHUDOFRQVHQVXVWKH$VLDQDQG5XVVLDQ&ULVLVGLPLQLVKHGKHUGLQJDQGWKHVHFULVLVDUHREYLRXVO\WXUQLQJSRLQWV
LQKHUGLQJEHKDYLRU
5HJDUGLQJ WKH (XURSHDQ PDUNHWV WKH VWXGLHV RQ KHUGLQJ EHKDYLRU DUH PRUH VSRUDGLF +RZHYHU LW ZRUWK
PHQWLRQLQJ WKH ZRUN RI 2XDUGD et al.  ZKR H[DPLQHG WKH KHUGLQJ EHKDYLRU DW WKH OHYHO RI WHQ VHFWRUV
FRPSRVLQJ WKH 6WR[[  LQGH[ 7KHLU HPSLULFDO ILQGLQJV VKRZ WKH SUHVHQFH RI KHUGLQJ LQ DOO WKH LQYHVWLJDWHG
VHFWRUVH[FHSWLQJWKHFRQVXPHUJRRGV
$VFDQEHVHHQPRVWRIVWXGLHVFRQFHUQLQJKHUGLQJEHKDYLRULQVWRFNPDUNHWVZHUHIRFXVHGRQ86DQG$VLD,W
EHFRPHVREYLRXV WKHQHHGIRUVXFKDVWXG\ LQ&HQWUDODQG(DVWHUQ(XURSHDQPDUNHWVJLYHQ WKDW LQHPHUJLQJDQG
IURQWLHUPDUNHWVWKHUHLVDVORZDVVLPLODWLRQRILQIRUPDWLRQLQWRSULFHDQGWKHUHIRUHWKHLQYHVWRUV¶WHQGHQF\WRKHUG
LVPXFKKLJKHU
'DWDDQGPHWKRGRORJ\
7KLV VHFWLRQ H[KLELWV WKH PHWKRGRORJ\ DQG GDWD WKDW ZLOO DOORZ XV WR DVVHVV KHUGLQJ EHKDYLRU LQ &(( VWRFN
PDUNHWV:H DUH LQWHUHVWHG LQ DQDO\]LQJ KHUGLQJ EHKDYLRU XQGHU WKH JOREDO ILQDQFLDO FULVLV DQG ZKHWKHU KHUGLQJ
EHKDYLRULVUHODWHGWRVL]HPDUNHWFDSLWDOL]DWLRQRIWKHLVVXLQJFRUSRUDWLRQV
)RUPHDVXULQJKHUGLQJEHKDYLRURQWKHVWRFNPDUNHWVRI&HQWUDODQG(DVWHUQ(XURSHZHZLOOHPSOR\WKH&6$'
PHWKRGRORJ\GHYHORSHGE\&KDQJHW DO 7KH FURVVVHFWLRQDO DEVROXWHGHYLDWLRQRI UHWXUQV LV JLYHQE\ WKH
IROORZLQJUHODWLRQ
¦
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&KDQJ HW DO  FRQVLGHU WKDW GXULQJSHULRGV RI UHODWLYHO\ ODUJHPDUNHW SULFHPRYHPHQWV WKH UHODWLRQVKLS
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  *** statistical significance at the 1% level; ** statistical significance at the 5% level; * statistical significance at the 10% level. 
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